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Rate VolatilityRate VolatilityRate Volatility
Rate StabilizationRate StabilizationRate Stabilization
Preview  2006Preview  2006Preview  2006---07 Rates07 Rates07 Rates
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PoolingPooling



Pooling was Pooling was ImplementedImplemented for the for the 
June 30, 2003 Valuation for the June 30, 2003 Valuation for the 
20052005--0606 Fiscal YearFiscal Year

To To Stabilize Stabilize Contribution Rate Contribution Rate 
Volatility in Volatility in Small PlansSmall Plans

Caused by Caused by Demographic Demographic 
ExperienceExperience

“Law of Large Numbers” Doesn’t “Law of Large Numbers” Doesn’t 
Apply in Small PlansApply in Small Plans



Best Understood by an ExampleBest Understood by an Example
Hypothetical Assumption is that 1 In 100 Members will Retire UndHypothetical Assumption is that 1 In 100 Members will Retire Under er 
Industrial Disability in the Coming YearIndustrial Disability in the Coming Year

1 Member in 11 Member in 1stst Rate Plan Retires Under IDR, We Expected 1/10 of a Rate Plan Retires Under IDR, We Expected 1/10 of a 
Member and Got lasso Big Loss; No IDR in Plans 2Member and Got lasso Big Loss; No IDR in Plans 2--9, We Expected 9, We Expected 
1/10 and Got 0 Each, So Small Gain1/10 and Got 0 Each, So Small Gain

plan #
active 

members payroll assets

expected 
accrued 
liability

actual
accrued
 liability

(gain)
loss

1/16 
amt pmt

% of pay
change
in rate

-------------------------(in thousands)-------------------------
1 10 500         5,000    4,000      4,360      360   22.5      4.5%
2 10 500         5,000    4,000      3,960      (40)   (2.5)      -0.5%
3 10 500         5,000    4,000      3,960      (40)   (2.5)      -0.5%
4 10 500         5,000    4,000      3,960      (40)   (2.5)      -0.5%
5 10 500         5,000    4,000      3,960      (40)   (2.5)      -0.5%
6 10 500         5,000    4,000      3,960      (40)   (2.5)      -0.5%
7 10 500         5,000    4,000      3,960      (40)   (2.5)      -0.5%
8 10 500         5,000    4,000      3,960      (40)   (2.5)      -0.5%
9 10 500         5,000    4,000      3,960      (40)   (2.5)      -0.5%
10 10 500         5,000    4,000      3,960      (40)   (2.5)      -0.5%

pool total 100 5,000      50,000  40,000    40,000    -   -       0.0%



Pooling will Ultimately Pooling will Ultimately 
SimplifySimplify the Actuarial the Actuarial 
ProcessProcess

SharingSharing of Liability (or of Liability (or 
Demographic) Gain and Demographic) Gain and 
Loss Loss Begins June 30, 2003 Begins June 30, 2003 



Pool Data from June 30, 2003Pool Data from June 30, 2003

pool
misc

safety formula plans

net
normal

cost

asset
to payroll

ratio

1 misc 2%at60 277 6.46% 2.2
2 misc 2%at55 537 7.58% 2.7
3 misc 2.5%at 55 45 8.37% 3.2
4 misc 2.7%at55 76 9.25% 3.1
5 misc 3%at60 52 10.53% 3.0
6 safety 2%at55 64 11.16% 2.5
7 safety 2%at50 129 11.51% 4.9
8 safety 3%at55 78 13.06% 5.6
9 safety 3%at50 175 15.33% 6.2



Leveling the Playing FieldLeveling the Playing Field
At June 30, 2003 ImplementationAt June 30, 2003 Implementation

Problem Problem -- Different Different Funding LevelsFunding Levels

Solution Solution -- Separate Side Funds Equal to Separate Side Funds Equal to 
Unfunded at June 30, 2003 are the Unfunded at June 30, 2003 are the 
Responsibility of Rate Plan Responsibility of Rate Plan –– Not Shared Not Shared 

Problem Problem -- Different Different Optional BenefitsOptional Benefits

Solution Solution –– Surcharge for “Class 1” Surcharge for “Class 1” 
Optional Benefits, Adjust Side Fund for Optional Benefits, Adjust Side Fund for 
“Class 2”, No Charge for “Class 3” “Class 2”, No Charge for “Class 3” 



Class 1, 2 and 3 Benefits are Class 1, 2 and 3 Benefits are 
Described in Each “Pool Described in Each “Pool 
Valuation Report”Valuation Report”

Following is an Excerpt from Following is an Excerpt from 
Appendix C of the 2% at 55 Appendix C of the 2% at 55 
Risk Pool Valuation as of June Risk Pool Valuation as of June 
30, 200330, 2003









Mandatory BenefitsMandatory Benefits
Credit for Unused Sick LeaveCredit for Unused Sick Leave

Option 2 PreOption 2 Pre--retirement Death retirement Death 
BenefitBenefit



Sharing Of Normal CostSharing Of Normal Cost
On a Stand Alone Basis, the Normal Cost On a Stand Alone Basis, the Normal Cost 
% Will Vary Among Plans with the Same % Will Vary Among Plans with the Same 
BenefitsBenefits

Normal Cost % Depends on Normal Cost % Depends on Average Average 
Entry AgeEntry Age for Active Membersfor Active Members

Older Entry Age = Higher Normal Cost %Older Entry Age = Higher Normal Cost %

Pooling “Phases Out” these Differences Pooling “Phases Out” these Differences 
Over 5 YearsOver 5 Years



Normal Cost PhaseNormal Cost Phase--out out (Example) (Example) 

Pool "net" normal cost 6.5% Normal cost
Class 1 surcharges Year
FAC 1 0.5% 2005-06 8.2%
PRSA 0.7% 2006-07 8.1%
Pool normal cost 7.7% 2007-08 8.0%
Agency normal cost 8.2% 2008-09 7.9%
Difference 0.5% 2009-10 7.8%
Annual phase out (5-yr) 0.1% 2010-11 7.7%



Contribution Rate ComponentsContribution Rate Components

NonNon--Pooled Plan Contribution Rate Pooled Plan Contribution Rate 
Consists of Two ComponentsConsists of Two Components

Normal Cost +Normal Cost +
Amortization of UnfundedAmortization of Unfunded

Pooled Plan Contribution Rate has Pooled Plan Contribution Rate has 
Five Components Five Components 



Hypothetical Example of Five Hypothetical Example of Five 
Components of Pooled Plan Cost Components of Pooled Plan Cost 
For 2006For 2006--0707

Year 2006-07

Pool's "net" normal cost 6.5%
Pool's payment on amortization bases 0.5%
Class 1 surcharges 1.2%
Phase out of normal cost difference 0.4%
Amortization of side fund 5.0%
Total employer contribution 13.6%



AmendmentsAmendments
For Optional Benefit, Apply New For Optional Benefit, Apply New 
Surcharge and Increase Side Surcharge and Increase Side 
Fund for Change in Accrued Fund for Change in Accrued 
LiabilityLiability

For New Formula, Move to New For New Formula, Move to New 
Pool with New Normal Cost and Pool with New Normal Cost and 
Surcharges, Adjust Side Fund, Surcharges, Adjust Side Fund, 
Same Normal Cost Phase OutSame Normal Cost Phase Out



Voluntary Pooling Voluntary Pooling -- AgenciesAgencies
Subject to Approval by Chief Subject to Approval by Chief 
ActuaryActuary

Potentially Smoother Costs than Potentially Smoother Costs than 
Single NonSingle Non--Pooled PlanPooled Plan



Voluntary Pooling Voluntary Pooling -- SchoolsSchools
Improve Benefits to “AB616” Improve Benefits to “AB616” 
FormulaFormula
2.5% at 55 May Not Be Available2.5% at 55 May Not Be Available
May Not Apply to Past ServiceMay Not Apply to Past Service
Legal Remedies Being SoughtLegal Remedies Being Sought



Additional ContributionsAdditional Contributions

Side Funds Side Funds –– OK to OK to Pay OffPay Off Side Side 
Fund with Single Lump Sum Fund with Single Lump Sum 
Contribution (e.g. POB)Contribution (e.g. POB)

However, However, Cannot Create a SurplusCannot Create a Surplus
Side Fund Through Additional Side Fund Through Additional 
Contributions Contributions 

Such Additional Contributions Will Such Additional Contributions Will 
Be Held in Be Held in 2nd Side Fund2nd Side Fund and and 
Credited with Credited with Actual Fund EarningsActual Fund Earnings



Other IssuesOther Issues
Differences in IDR Experience Differences in IDR Experience 

Payroll Increase Gain(Loss)Payroll Increase Gain(Loss)

Contribution Gain(Loss) and Contribution Gain(Loss) and 
PrepaymentsPrepayments

VouchersVouchers

New Agencies and the Pool’s New Agencies and the Pool’s 
Amortization PaymentAmortization Payment



End Pooling SectionEnd Pooling Section


